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We believe in the old saying: a picture is worth a thousand 

words. Here, we aim to recap recent market action and provide 

some perspective to investors. 
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RISKS THAT MIGHT NOT ACTUALLY BE RISKS 

Writer Samuel Johnson once said, “Nothing so concentrates the mind as the sight of the gallows.” In market parlance, this 
might mean that your risk tolerance is never as clear to you as when the market is crashing: if the pain of paper losses is 
too much to bear, you may be taking too much risk. This came up often in the aftermath of the Covid crash, especially after 
the market rebounded far more quickly than in previous recessions—suddenly giving us the opportunity to reexamine our 
portfolios and our investing mindsets. After all, the best portfolio is the one that lets you sleep at night. 

But risk exists on a spectrum. There’s always some limit of “too much risk”—this is the kind or risk that dominates the 
headlines—but “not taking enough risk” is a risk, as well. Life is funny that way. And between those two poles are things 
that look like risk but aren’t as risky as you’d think (or even act like risk but end up reducing it). Have I said “risk” enough? 

Portfolio diversification plays in that area between the two extremes. 
Consider a classic stock and bond portfolio where a basic assumption 
might be “More Stocks = More Risk.” This largely holds true. Stocks 
come with zero guarantees, are lower on the capital structure than 
bonds, and can be very volatile. But although adding stocks may seem 
like taking more risk, in some instances the opposite is true. There is 
a point at which adding stocks can reduce portfolio risk and 
increase expected return. This is the magic of diversification at work.  

Which brings us to the table to the right (courtesy of Ned Davis) that 
shows returns for different stock/bond portfolios and the percentage of 
times they’ve been positive over a 5-year period. I’ve highlighted in 
gray the most fascinating bit—a 70/30 portfolio (more stock exposure) 
has a higher return than a 60/40 or a 50/50, without losing money (over 
a 5-year period) any more frequently. If your definition of risk is 
“losing money,” then the 70/30 has offered a higher return at the 
exact same level of risk as more conservative portfolios.  

And if you are retired and living off your savings, the “losing money” definition of risk is perfectly sane. But there are other 
risks to consider—namely, longevity risk, or the chance that you’ll outlive your money. The risk of not taking enough risk. If 
you’re 65, you might live another 30+ years (I hope you do!), and a conservative portfolio largely consisting of bonds won’t 
be enough. There are plenty of ways to combat these competing risks, but one of the simplest is shown in the chart above—
a 70/30 portfolio has historically offered the exact same chance of losing money over a five-year period as a more 
conservative 50/50, and with nearly 1% annual outperformance, to boot.  

With interest rates still hovering near all-time lows and inflation percolating, many will have to consider a larger allocation to 
stocks than might feel comfortable. The volatility of that portfolio will surely hurt at times. But in the context of your long-
term vision, diversifying (adding more stocks) could increase your overall chance of success, and in turn reduce both the 
risk of losing money and the risk of outliving your assets. Touch base with your Baird Advisor to review your portfolio today. 
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Percent 

Stock / Bond

Percent up, 

all 5-yr periods

Total

Return

100 / 0 86.7 10.1

90 / 10 91.0 9.9

80 / 20 93.3 9.6

70 / 30 94.4 9.2

60 / 40 94.4 8.9

50 / 50 94.4 8.4

40 / 60 96.6 7.9

30 / 70 98.9 7.4

                                                         Source: Ned Davis Research, data from 1926 - 2020
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Disclosures 

This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed 

here reflect our judgment at this date and are subject to change. The information has been obtained from sources we 

consider to be reliable, but we cannot guarantee the accuracy.   

 

This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  

This report does not take into account the specific investment objectives, financial situation, or need of any particular client 

and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single factor 

in making an investment decision.  Additional fundamental and other analyses would be required to make an investment 

decision about any individual security identified in this report. 

 

For investment advice specific to your situation, or for additional information, please contact your Baird Financial Advisor 

and/or your tax or legal advisor. 

 

Fixed income yield and equity multiples do not correlate and while they can be used as a general comparison, the 

investments carry material differences in how they are structured and how they are valued. Both carry unique risks that the 

other may not. 

 

Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 

investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index.  

 

Copyright 2020 Robert W. Baird & Co. Incorporated.  

 

Other Disclosures  

UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert 

W. Baird Limited holds an ISD passport. 

 

This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial 

Services and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may 

not be distributed to private clients.  Issued in the United Kingdom by Robert W. Baird Limited, which has an office at 

Finsbury Circus House, 15 Finsbury Circus, London EC2M 7EB, and is a company authorized and regulated by the Financial 

Conduct Authority.  For the purposes of the Financial Conduct Authority requirements, this investment research report is 

classified as objective.   

 

Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license.  RWBL 

is regulated by the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws.  This 

document has been prepared in accordance with FCA requirements and not Australian laws.   


